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This concept of a strategy for national district heating reform in Ukraine outlines topics
that would likely need to be developed in full in the final strategy that is adopted. The
strategy would likely cover the following issues:

1. Goals or principles of the reform. These goals are laid out in the Protocol of the
first meeting of the Task Force, June 2008. They are presented again in Annex A
in English and Ukrainian.

2. Priority directions of reform. A draft of these is currently provided in the draft
Charter of the Task Force and in Annex B of this document.

3. Sequencing of the reforms. Annex C provides a description of why it is important
to work out the proper sequencing, and some examples of that sequencing.

4. Roles and responsibilities. The Strategy would describe the roles and
responsibilities of the major government actors responsible for the reforms. This
is particularly important for the government bodies without direct responsibility
for the reform, like the Ministry of Labor and Social Protection and the Ministry
of Finance. This will ensure that these ministries are aware of what is expected
from them and why, and how their roles link with those of other agencies. A list
of action items can assign responsibility, but cannot describe the relative role of
each government body within a task and between tasks. Annex D provides
examples of such roles and responsibilities for select institutions.

5. Actions and time frame. This would be a table describing the necessary reform
documents and other actions that will need to be prepared, who will be
responsible, and what the time frame is. Regarding timing, it might include a
column on both when work on a particular document is planned to begin, and
when final preparation or approval is expected. This can help in preparing the
sequencing and coordinating between actions. Annex E includes a template for
such a table.

6. Brief summary of issues of special concern and options for handling them. This
section might outline a limited number of issues where coordination is
particularly important. For example, how will tariff reform be coordinated with
reform of the social safety net? Other potential topics are how heat reforms will
be coordinated with local governments, and how coordination with the donor
community can best facilitate the reforms within Ukraine.



Annex A. Fundamental Principles of the Heat Sector Reforms (as described in Task
Force Protocol No. 1)

Unofficial English Translation

1.
2.

10.

11.

Access of all levels of the population to heat services meeting state standards.
Provision of transparency and independence in the state regulation of the
residential-communal services sector, protection of consumers’ rights, and
providing society with a stakeholder role in the process.

Provision of efficient use of human, monetary and material resources by
producers and consumers of communal services.

Responsibility of the state (management, regulation, stimulation and technical
support) and responsibility of local governments (planning the development of
communal infrastructure, efficient use of territorial property) for economically
effective modes regarding the functioning of heat enterprises.

Provision of directed subsidies to specific categories of citizens to compensate
their expenditures on housing and communal services.

Creation of a level playing field for all organizations working in the field of heat
supply.

Technical rehabilitation of the sector based on broad involvement of domestic and
foreign scientific-technical advancements, and implementation of eco-friendly
technologies.

Establishment of principles for renovating (replacing) the main assets of the
district heating industry, and for setting transparent, non-discriminatory
conditions for satisfying needs regarding construction of new capacity and heat
networks.

Development of partnership between executive bodies of government, local
governments and the private sector in the areas of heat supply, investment support
and development of communal heating.

Establishment of principles for reforming the forms of ownership and resolving
issues regarding management of share packages of state and communal natural
heat monopolies.

Openness, citizen control, transparency and participation of citizens in the
formulation of policy on the development of the heat sector, and executive and
local government information for the public regarding government responsibilities
with respect to the fundamental principles and tasks of state policy in this area.



Original Ukrainian version of the Fundamental Principles

- HOCTYMHICTh I BCIX BEPCTB HACENIEHHS MOCIYT 3 Teruio3abesnedeHHs, mo
BiNOBIZAIOTE BAMOraM JIepXkKaBHHUX CTAHAAPTIB;

- 3abesnedeHHs MPO3OPOCTI Ta HE3ANENHOCTI MEPXKABHOIO pEryJIOBAaHHA Y
cdepi KUTIOBO-KOMYHAIBHHX TOCTYT, 3aXHCTy MpaB CHOXHBa4iB Ta 3BOPOTHOIO
3B'A3KY i3 CYCMiNIBCTBOM;

- 3abe3neyeHHss e(pEKTHBHOrO BHKOPHCTAHHA JIOACHKMX, TIPOILOBHX Ta
MaTepialbHUX PecypciB BUPOOHHKaMH/BUKOHABLISIMU Ta CIIOXKMBA4aMU KOMYHaJBHHX
NOCIyT;

- BIANOBIAANBHICT AepxaBu (yNpaBJiHHS, peryIOBaHHA, CTHMYMIOBAaHHA Ta
TeXHIYHa [ATPUMKa) Ta OpraHiB MiCLIEBOr0 CaMOBPAXYBaHHs (TU1aHyBaHHS PO3BHTKY
KOMYHaNIBHOI iH(pPacTpyKTypH, edeKTHBHE BUKODMCTAHHA MaiiHa TepPHTOpPIANBHOL
rpoMajgM) 3a eQeKTHBHICTE €KOHOMIYHOI Moaeni (QYHKUIOHYBaHHS TEIUIOBOTO
rocrnonapcTBa;

- 3amlpoBaJUKEHHS aJpeCHUX CyOCHAiil OKpeMHM KaTeropisM rpoMajsH s
KOMIeHCalii iX BUTPAT Ha OIIaTy XUTJIa Ta KOMyHaJIbHHX IIOCIYT;

- CTBOPEHHA pIBHHX YMOB I BCiX Cy6'€KTiB TrOCMONApiOBaHHS, IO
3MiHCHIOIOTE AiSBHICTD y cdepi TEeMmIonocTauaHH,;

- TeXHiYHE MEPEeOCHAIEHHs ramy3i Ha OCHOBI IUMPOKOrO 3aCTOCYBAHHS
BITYM3HAHMX | 3apyOGiXHMX HAayKOBO-TEXHiYHHX JOCATHEHb, BNPOBAKEHHST
€KOJIOr'iYHO YHCTHX TEXHOJIOTI;

- BHU3HA4YeHHA NPUHLMIIB BiIHOBNEHHS  (3aMillleHHA) OCHOBHHX
tboHais TEIUIOCHEPTETHKH, 3 TakoX IMpO3OpHX Ta HEJIMCKPUMIHALIMHUX yMOB
HaJIaHHs JO3BOJIB Ha 6y NiBHUIITBO HOBHX MOTY)XHOCTEH Ta TEILIOBUX Mepex;

- PO3BUTOK MapTHEPCTBa MiXK OpPraHaMH BHMKOHABYOi BNafH, MICLIEBOTO
CamOBpSANYBAHHA Ta NPHBATHUM CEKTOPOM y cepi TernozabesneyeHus, miaTpuMKa
iHBECTHI} y pO3BHUTOK KOMYHaNIBHOI TeII0eHePreTHKHY;

- BU3HA4YeHHA MPUHLMNIB pedpopMyBaHHA (GOpM BIACHOCTI Ta perjiaMeHTamis
MHTaHb, TOB’S3aHUX 3 YNpaBJiHHAM NEpPXaBHHMH Ta KOMYHAIbHHMH IaKeTaMH
akuii cy6’eKTiB MPHPOIHHUX MOHOMNONIH y cdepi TermonocrayaHHs:;

- TIacHiCTh, IPOMAJICHKHI KOHTPOJb, NPO3OPIiCTH Ta Y4acTh IPOMAaisAH Y
GopMyBaHHsS TOJNITHKM PO3BHTKY C(epH TeIUIONOCTayaHHs, iH(MOPMYBaHHSA
HaCeJICHHA OpraHaMH BHKOHABYOI BJIaJ Ta OpraHaMH MiCLIeBOrO CaMOBDsLyBaHHS
BIAMOBIZHO 1O iX MOBHOB&XEHb WIOJAO OCHOBHHMX NPUHIUHIIIB Ta 3aBAaHb AEPXKaBHOL
TMOJITHKH y Wii cdepi.



Annex B. Priority Directions of Reform

An over-arching issue is the role and responsibilities at the national, regional, and local
levels for each of these topics. This is important for the development and implementation
of a rational policy/program.

Tariffs and Metering

e Improve the legal and regulatory base in the sector through development of a
regulatory methodology, regulatory authority, and an independent national tariff
regulator to ensure the financial stability of the district heating sector.

e Strengthen collection systems to ensure good payment discipline.

e Develop incentive-type tariff regulations to encourage improved efficiency and
service.

e Develop feasible plans to switch all residential buildings and other district heating
consumers to metered heat consumption.

Social Welfare Support
e Adapt the current system of social welfare support to provide for poor families to
ensure adequate living standards when tariffs rise.

Balanced Market

e Ensure that market conditions provide a level playing field for district heating and
competing forms of heating so that the economically optimal options prevail.

e Review tariffs for other fuel types to reduce and eliminate implicit subsidies or cross
subsidies that can distort the market.

Energy Efficiency in Buildings and District Heating Systems

e Provide for energy use/billing to be based upon metering and actual consumption.

e Provide information and technical support to facilitate the development of energy
saving behavior and the implementation of energy saving measures at the housing
unit level.

e Develop policies that create incentives to reduce district heating losses and improve
efficiency in the production, delivery, and use of heat.

Municipal Capacity and Creditworthiness

e Increase the capacity of municipalities to plan and manage the development of heat
systems.

e Improve municipal ability to borrow/invest.

Investment and Municipal Creditworthiness

e Improve the credit worthiness through guarantees, diversification, and/or other
support mechanisms.

e Enable alternate financial structures and mechanisms for the provision of investment.

e Increase private investment in communal services.



Mobilize financing and investment to modernize systems and improve energy
efficiency.

Other

Enhance data systems to provide a better understanding of district heating demand,
demand forecasting, and energy flows.

Ensure that current policies effectively promote combined heat and power.

Assess forms of ownership that can most effectively achieve the government’s goals
for the development of the district heating sector.



Annex C. Reform Sequencing

Proper sequencing of reforms is very important. For example, if tariffs increase rapidly
with no mechanism for attracting investment that would improve service quality,
customers will likely try to defect from district heating, either by disconnecting, or by not
paying their bills. Failure to link tariff increases with reforms of the social safety net (and
clear communication of these links to the public) could also lead to a public outcry
against necessary reforms. Because disconnections can be so destructive to a system, it is
likely worth considering a temporary ban on disconnections for the initial 3-5 years of
reform.

Some of the first steps that are critical in reforms include creating an independent
regulator, providing a social support net for the poor, eliminating subsidies, facilitating
investment through private sector involvement in management, insisting on good
payment discipline and installing meters.

Prioritizing the reforms and planning their sequence is important both because of the
impact that incomplete reforms can have, and because of the magnitude of the task. Some
issues which may at first appear to be priorities (like providing technical support to cities
on their technology options), may seem like long-term issues upon careful comparison
with other priorities.



Annex D. Examples of Roles and Responsibilities

The sample descriptions below are not meant to be all-inclusive lists of every action the
responsible party must undertake regarding the reforms. Rather, they are meant to
highlight the main thrust of the work and the necessary coordination with other parties.
Such descriptions could ultimately be elaborated for all the major government bodies
with significant responsibilities in the district heating reform process, including the
Cabinet of Ministers, the Ministry of Finance, the Ministry of Economy, the Ministry of
Regional Development and Construction, the Ministry of Fuel and Energy, the Ministry
of Justice, the National Electricity Regulatory Commission, the Anti-monopoly
Committee, the National Agency for Efficient Use of Energy Resources (NAER) and the
State Agency for Investments and Innovations.

Ministry of Residential and Communal Services will play a fundamental role in the
formation of policies related to district heating and housing. It will house the Secretariat
to the Task Force. It will draft documents and decrees relating to heat tariff regulation,
licensing of district heating enterprises, metering, leasing of district heating enterprises,
management of housing and improving energy efficiency in residential buildings in
district heating networks. It will share and coordinate these drafts with other relevant
government organs and external groups through the Task Force. It will also participate in
the preparation of plans and documents related to budget financing in the sector, reform
of heat and housing subsidies, and energy projections linked to the district heating and
housing sectors. It will work to create an independent heat regulator from one of its
departments. It will ensure that district heating reforms are adequately coordinated with
social welfare reforms. It will coordinate reform efforts with the National Electricity
Regulatory Commission to ensure that district heating enterprises do not face anti-
competitive pressure from underpriced or subsidized alternative forms of energy (such as
natural gas or electricity).

Ministry of Labor and Social Protection will focus on aspects of the reform relating to
social support and the poorest citizens of Ukraine. This will likely include careful
examination of social welfare reform in order to deal with the impact of the significant
increase in heat tariffs on the poorest citizens. In addition, it will include reform of the
formulas or approach to providing subsidies, as Ukraine moves away from subsidies paid
through district heating and communal services organizations toward direct welfare
payments to the neediest. It will coordinate public relations on the reform of social
welfare, as relevant, with the Cabinet of Ministers, the Ministry of Residential and
Communal Services and other government bodies to ensure that Ukrainian citizens
understand how their needs are being addressed even as heat tariffs rise. It will work to
facilitate energy efficiency investments in the poorest households, which can reduce
long-term budget welfare support and help citizens afford their homes.



Annex E. Tabular Template for the Action Plan

Item Name of Reform Document | Primary Responsibility | Other Responsible Planned Planned
Number | or Action Contributors Start of Finalization
Preparation | or Adoption




